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City of Betroit

IRVIN CORLEY, JR. CITY COUNCIL ’ ~ ANNE MARIE LANGAN

FISCAL ANALYST FISCAL ANALYSIS DIVISION ASSISTANT FISCAL ANALYST

(313) 224-1076 Coleman A. Young Municipal Center (313) 224-1078
2 Woodward Avenue, Suite 218
Detrolt, Michigan 48226
FAX: (313) 224-2783
E-Mail: cc-fiscal@cl.detroit.mi.us

TO: COUNCIL MEMBERS
FROM: Irvin Corley, Jr., Fiscal Analysis Director QCA :
Anne Marie Langan, Deputy Director Fiscal Analysis Wb
DATE: January 14, 2005
RE: Financial Review of the Proposed Capital Agenda, 2006 through 2010 (For

public hearing tentatively scheduled for Wednesday, January 26, 2005)

The Administration has presented to the City Council for their review and approval a proposed
Five Year Capital Agenda for the years 2006 through 2010. The recommended five-year
program totals $3.13 billion, a decrease of 23.8% over the last five-year Capital Agenda (March

2003), which totaled $4.1 billion. The Capital Agenda five-year program approved in March
2001 totaled $3.56 billion. '

To assist Council in reviewing the Capital Agenda, the pertinent financial data has been
compiled from the Agenda and attached to this report.

This proposed Capital Agenda follows a similar format as the last one. The section entitied
“Related Agencies and Programs” which begins on page 344 identifies and outlines the major
development/infrastructure accomplished in the city through quasi-governmental and city-
related agencies. New to this section is the Obsolete Property Rehabilitation Act. Other
recently added components are both the Detroit Board of Education and the Detroit Housing
Commission.

In this agenda as in the past, a column of information has been added to each department’s
Capital Agenda Spreadsheet entitled, “Impact on Budget”. These spreadsheets are found with
the departmental narratives between pages 42-343. These columns indicate to the reader
whether a particular proposed capital project is thought to affect future annual General Fund
operating budgets because,

the proposed capital project will require additional staffing when completed, or

the proposed capital project will require an increase of funding in order to operate or
be properly maintained, or - :

the proposed capital project will result in a reduction of funding needed by the
department in the annual operating budget, or

the proposed capital project will have no impact on the annual operating budget.
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These potential funding impacts on the budget have not been quantified in this Capital Agenda,
but the level of information provided does begin to integrate the proposed outcomes of the
Capital Agenda projects with the annual City Budget. Section 8-202 of the City Charter as

amended in 1997, states that the Capital Agenda shall provide the estimated annual cost of
operating the facilities to be constructed or acquired.

In comparing this Capital Agenda to the last one in 2003, the departmental programs have
changed slightly. The Cable Commission is no longer included, although in 2003 the capital
recommendations for Cable were all in the unprogrammed category. Two new departments
have been included. Homeland Security is a new department and it's request for an
Emergency Operations Center is listed, but unprogrammed. Culture, Arts and Tourism is
included for the first time and that is due to the Eastern Market now being “assigned” to this
agency. There are many capital projects planned for Eastern Market.

Capital Agenda as a Planning Tool

It is important to review this Capital Agenda in the proper context. Itis only a planning
document. The stated project priority can shift at any time as it has in previous years. Once
Council approves the Agenda, the city still has no legal authority to carry out any of the projects.
Contracts for the particular project work would still come before Council for authorization.

Additionally there are no secured appropriations: Appropriations either have to be budgeted
and authorized in the annual budget process or some other sort of financing plan has to be
secured and brought before Council for authorization.

Of the $3.13 billion that is recommended in the five-year plan, $250.6 million is anticipated to
come from general obligation (g.o.) bonds, approximately 8% of the total. This agenda
assumes both a positive financial market in which to sell the existing bond authorization

balances and assumes a successful appeal to the voters for the necessary additional bond
authorizations within five years.

This proposed Capital Agenda plans that the remaining 92% of the financing for the proposed
capital projects - cash capital (general fund appropriations), private grant funds, block grant,
revenue bonds, street and highway grants, transportation grants, housing and aviation grants,
miscellaneous funding sources and unidentified funding sources - will be accessible at the 4
necessary time.

Review of Proposed Funding Sources

While the 2006 through 2010 capital program presented to Council is recommended at $3.13
billion, this proposed Capital Agenda describes capital projects that total $6.26 billion. These
projects include the current 2004-05 budget of $1.957 billion, the five-year capital agenda and a
series of projects considered unprogrammed. There are projects totaling $1.17 billion which
have been described but listed as unprogrammed due to the uncertainty of finding any
additional capital financing over the $3.13 billion in the next 5 years. Attached is a Capital
Agenda Summary by Funding Source that shows the projected sources of funding.




General Obligation Bonds

As stated on page 13 of the Proposed Capital Agenda, General Fund Departments have
traditionally relied on General Obligation Unlimited Tax Bonds for capital projects. The city’'s
ability to sell G.O. Bonds is based on three factors: 1.) a satisfactory bond rating in order to
incur the least amount of debt when raising capital, 2.) an available unissued authorized
amount based on a vote of the people and 3.) available general debt margin.

1.) City of Detroit Bond Rating:

Since 1986, when the City of Detroit regained the “investment grade level” rating by the bond
rating firms for the first time in six years on its general obligation debt, the city has had 16
separate G.O. bond sales, averaging $45.9 million per sale.

The city lost the investment grade rating in 1992 due to Moody’s Investors Service’s
determination that there were several inconsistencies in the city's financial and economic
performance. In October 1996, that decision was reversed and the city again was raised to an
investment grade (Baa) rating by Moody’s. This qualified the city for bond insurance that

elevated the rating to Aaa, which let the city save more than 1 percentage point on the interest
rate on any new bonds sold.

In May of 2000, Fitch/ICBA again upgraded the city’s rating to A(Negative) from an A- given in
March of 1999. The most recent upgrade from Standard and Poor's was in March 1999 to A-
(Stable). Moody's rating for the city is Baa1(Stable). :

2.) Unissued Bond Authorization:

Of the $1.01 billion in general bond authorizations that have been approved since 1978, $735.8
million have been sold, so there is authorization totaling $280 million that is still unissued but
available to be sold with Council authorization.

3.) Legal Debt Margin:

State law limits the amount of general obligation debt a city may have at one time. With some
exceptions, debt must be no more than ten percent of the assessed value of all real and
personal property in the city. As reported to Council during the 2004-2005 Budget Hearings,
the “General Purpose Debt Limit” for FY 2004-2005 was estimated to be $1.3 billion. The
“Outstanding Debt” was determined to be $689.7 million, leaving a General Debt Margin of
$631.2 million, roughly 47.7% below the Legal Debt Limit.

Cash Capital

This is simply another way of saying General Fund Operating Appropriations. In this Proposed
Capital Agenda, any proposed cash capital is matching funds for grant money. Prior to 1986,
when the city’s investment rating was so low, most capital projects were paid for with cash
capital.

The Airport receives FAA grants, which often require a local match. Those matching funds are
included in the Capital Agenda as cash capital.




Private Funds

TI:\is source of funding applies for the most part to the DIA, the Zoological Institute and the
Hlstonpa]l Museums, departments that have related non-profit associations that exist to assist in
fundraising to cover some portion of the expenses of these institutions.

Other Identified Sources (Miscellanéous)

There are over $285 million appropriated in miscellaneous grants. They include Passenger
Facility Charges (Airport), Renewal and Replacement Fund (Civic Center), Wayne County bond
funds (Historical), Skillman Grant (Library), Bureau of Justice Grant (Police), Limited General
Obligation Bond Sale (PLD), and miscellaneous state grants and federal grants.

Unidentified Sources

There are $40.6 million appropriated in unidentified sources. At the time of publication of this
document, the administration was not able to pinpoint the exact source of funding for certain
projects. The department staffs felt strongly enough about these projects’ importance to

. include them. These are still considered high priority items. .

The projects with unidentified sources of funding are as follows:

Airport
2004-05 Airfield Improvements- Cost/Benefit Analysis $ 7,000

Environmental Affairs
2004-05 Uniroyal Redevelopment Project $ 50,000
2005-06 Uniroyal Redevelopment Project $ 200,000
2006-07 Uniroyal Redevelopment Project $ 100,000
2007-08 Uniroyal Redevelopment Project $ 100,000
2008-09 - Uniroyal Redevelopment Project $ 100,000
2009-10 Uniroyal Redevelopment Project $ 50,000

Recreation Department: .
2006-07 New Recreation Centers $ 10,000,000
2007-08 New Recreation Centers $ 10,000,000
2008-09 New Recreation Centers $ 10,000,000
2009-10 New Recreation Centers $ 10,000,000

Revenue Supported Funds

Several of the city’s enterprise departments sell revenue bonds that do not fall within the
limitations of the General Obligation Bond program: Municipal Parking, Water and Sewerage.
Federal and State Funding

These sources include Community Development Block Grant Funds, Aviation Grants, Public
Housing Grants, Federal Highway and Transportation Grants, State Gas and Weight Tax.




Unprogrammed Funds

There are unprogrammed projects totaling $3 million. The administration and the departments
would like to see these projects implemented as soon as possible. However due to insufficient

funding sources there is very little chance that any of this work will take place in the next five
years. :

Recommended G.O. Bond Project Funding for Fiscal Year 2005-2006

The Proposed Capital Agenda lists the Administration’s priorities for capital projects that existed
many months before this report was presented to Council. While these priorities could change
by the time the 2005-2006 Executive Budget is presented to Council in April, the proposal
should be similar. The breakdown of the proposed $50.5 million bond sale is in the attached
report “Capital Agenda Summary by Funding Source” under the General Obligation Bonds

category which is page 39 of the Capital Agenda. The specific projects are listed in the agency
detail section.

Cégital Agenda Project Detail - Financial Considerations & Questions
Budget Department

1. Please provide the following information for the General Obligation Bond Program:
A. G.O. Bond Chart of Free Balances
B. G.O. Bond Chart of Encumbrances
C. G.O. Bond Chart of Bond Balances vs. Remaining Bond Authorization

2. There are 4 departments that have insufficient bond authorization for the upcoming
fiscal year. The only scheduled elections in this fiscal year or the next are the special
elections this spring for the City council spot. Does the Administration plan to run an
election solely for the purpose of bond authorizations next summer or fall or is
something planned for the March or April 2003 elections?

Airport

1. Are any of the “Other Sources” funding coming from Passenger Facility Charges? How
much was collected in PFCs last year and how much is budgeted in the current year?

2. How does the Risk Assessment Study just recently completed by the FAA for City
Airport differ from the Cost/Benefit Analysis or the Environmental Impact Study that are
scheduled to begin this year and next?

Housing Commission

1. Has the City made capital infrastructure improvement commitments for the Housing

Commission’s capital projects? Where is this information included in the Capital
Agenda?




2. - Whatis the timeline for acquiring existing multifamily buildings and constructing new
units, like at Parkside and Herman Gardens?

Police

1. No mention is made of a new headquarters. However, mention is made of renovations
to police headquarters. Are the renovations suggested for the existing police

headquarters or a different building? What has happened with the idea for a new
headquarters? :

Recreation

1. Is the Belle Isle Master Plan completely included in this Capital Agenda?

2. What is the status of a conservancy to be created for Belle Isle?

Concluding Remarks

The amount of funding received through state and federal grants is what truly shapes the
outcome of the city’s capital agenda. Just looking at general fund agencies (exclude Water,
Sewerage and Municipal Parking), 70% of the capital dollars are grant dollars.

Because there are so many limited funding sources, the departments with large free bond
balances should explain why those existing projects haven’t been completed and report how
many of those dollars are available to be reprogrammed.

We would ask that the Budget Department respond to the above questions or have the
necessary departments provide any data.

IC:AML
Attachments

cc: Council Divisions.
Michael Adebayo, City Planning Commission
David Teeter, Research and Analysis Division
Joseph Harris, Auditor General
Sean Werdlow, Finance Director
Roger Short, Budget Director
Renee Short, Budget Department
Ron Chenault, Budget Department
Kandia Milton, Mayor's Office

INCAPITAL AGENDAOSCAPAGDA.doc
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